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July 12, 2002

Dear Fellow Shareholder,

Below is a comparison of the Fund’s performance and that of the Standard & Poor’s 500 Index (with dividends
reinvested) for the six-month period ended May 31, 2002.

6 Months Ended   Since
May 31, 2002 Inception

The Fairholme Fund    +8.9% +66.4%
S&P 500 Index    – 5.7% – 25.2%

The Fund experienced good absolute and relative performance. Positive trends continue in the property-casualty
insurance industry. Improvements in policy rates and terms are just beginning to translate into higher earnings.
Meanwhile, the excesses of the last few years continue to weigh on market indexes. Despite the large price declines
of many of yesterday’s favorites, investors may be surprised to find that an eventually improving economy may not
help companies whose market values still exceed intrinsic values. However, continued distress in some of today’s
troubled industries may allow us to eventually uncover a few companies that meet the Fund’s investment criteria.

We have placed great emphasis on finding good businesses run by decent, honest, and talented managers – which
has helped us avoid much of the inevitable hangover caused by foolish behavior in recent years. Markel Corporation,
a specialty insurer, has many of the characteristics we seek. The company’s accounting is conservative and management
has a record of generating excellent returns for owners. Compensation to employees is fair and management spends
significant time discussing past mistakes and future risks when communicating to shareholders (and all businesses
have risks, despite what you hear at many meetings and read in most company reports).

In recent weeks, investors have relearned a basic truth about markets – prices go down as well as up. While emotionally
taxing, down markets give us what we need to earn above-average returns – low prices for excellent businesses. With
investments in Markel and other sensible companies engineered to take advantage of difficult times, your adviser
looks forward to the future. The seeds of future gains are sowed in tough markets.

On an administrative note, The Fairholme Fund’s new transfer agent is Citco-Quaker Fund Services, Inc. Their
details are on the back cover of this report. Please call Citco if you need assistance with your account or with new
purchases.

To learn more about The Fairholme Fund and its adviser, Fairholme Capital Management, please visit
www.fairholmefunds.com. Thank you for your support.

Sincerely,
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